This study investigates the impact of corporate ownership structure and board size on earnings management for a sample of Turkish firms registered on the Istanbul Stock Exchange (ISE) for the period of 2009 to 2012. The corporate ownership structure is measured with two variables: managerial ownership and institutional ownership. The board size can be defined as the number of members in the board. This study also uses three controlled variables: return on assets, size of the firm and financial leverage. The adjusted Jones Model (Dechow, Sloan and Sweeney, 1995) and the multivariate regression technique are utilized to examine the effect of corporate ownership structure and board size on earnings management. The results consistent with the previous studies show that the institutional ownership and the board size have a negative significant effect on the earnings management while the effect of the managerial ownership on the earnings management has positively statistically significant. The findings also reveal that the return on assets has a positively statistically significant effect on earnings management. However, the impact of the financial leverage on earnings management is negatively statistically significant.
Introduction
Accounting earnings is commonly used and most accepted method to measure a firm's financial performance. However, the disclosed financial statements can be utilized by firms as the Generally Accepted Accounting principles (GAAP) allow as an alternate accounting method. Earnings management can be considered as legal if a firm adjusts the disclosed earnings in guidelines with GAAP for instance changing the approaches for current assets such as inventory valuation and depreciation. On the other hand, earnings management turns into fraudulent activities when it does not comply with the GAAP standards such as accelerating revenue recognition and deferring expenses recognition (Yang, Chun & Ramadili, 2009) . Therefore, earnings management might be the way to manipulate a firm's disclosed financial statements both to misinform stockholders and to affect contractual benefit that is based on accounting earnings (Healy & Wahlen, 1999) . Schipper (1989) also defines earnings management is one of the deliberate interventions in financial reporting process to achieve personal objectives rather than to maximize the shareholder values. This may result in the falsification of financial statement by managers, using accounting techniques and predicts to reach some objectives that create a conflict with the shareholders' value maximization approach.
In the last two decades due to large corporate scandals and failures in the US earnings management has been drawn attention by the scholars, the regulators and the practitioners and has been comprehensively studied in the finance literature. Some of the notable papers in which the impact theoretical foundation of the board size and ownership structure on earnings management have been developed are Dechow, Sloan and Sweeney (1996) ; Eisenberg, Sundgren and Wells (1998) ; Jensen (1993) ; Healy and Wahlen (1999) ; Jones (1991) ; Shaikh, Iqbal and Shah (2012); and Teoh, Welch and Wong (1998) .
Earlier studies have mostly focused on both the factors limiting earnings management and incentives of earnings management. A partial list of these studies include Guidry, Leone and Rock (1999) ; Healy (1985) ; and Holthausen, Larcker and Sloan (1995) . However, some studies reveal that some corporate governance factors have an effect on the earnings management; for instance, Dechow et al. (1995 Dechow et al. ( , 1996 suggest that large block-stockholders have ability to improve accuracy of financial statements of a firm by oversighting its earnings of management activities. Warfield, Wild and Wild (1995) discuss that managers who own a large percentage of stocks of a firm are less likely to be motivated to altering disclosed financial statements. In addition, institutional investors have more capability to detect earnings management than individual investors because of ability to access relevant information in timely manner (Balsam, Bartov & Marquardt (2002) . Therefore finance literature reveal that a firm's ownership structure is considered one of the important factors limiting earnings management.
Thus, the results of earnings management methods cannot be generalized for each country. Each country must be studied independently to determine the impact, relevance and applicability of the models. Therefore, this study examines the effect of board size and corporate ownership structure on earnings management for a sample of Turkish firms registered on the Istanbul Stock Exchange (ISE) for the period of 2009 to 2012. The findings show that the institutional ownership and the board size have a negative significant effect on the earnings management while the effect of the managerial ownership on the earnings management has positively statistically significant. The results also reveal that the return on assets has a positively statistically significant effect on earnings management. However, the effect of the financial leverage on earnings management is negatively statistically significant.
Based on our best knowledge, this paper is to be the first to examine the impact of board size and ownership structure on earnings management in Turkey. The results of this paper can provide helpful information to investors in evaluating the ownership structure effect on earnings management. The findings can also help policymakers to design policies that reduce uncertainty in disclosing of a firm's financial and economic performance.
The rest of the study is organized as follows. Section 2 examines literature review, Section 3 presents the model and methodology, Section 4 discusses data, Section 5 evaluates the findings and finally, Section 6 concludes the study.
Literature Review

Earnings Management and Ownership Structure
In corporation management and ownership are separated. This creates conflict called agency problem (Jensen & Meckling, 1976) . According to this theory sometimes managers do not want to act in behalf of shareholders to maximize their values. Therefore, it becomes essential to monitor decisions of managers to make sure shareholders' values are increased and disclosed financial statements are accurate and transparent. The properly well-established corporate control structures are tended to decrease earnings management manipulation (Alves, 2011; Bushman & Smith, 2003; Chen, Jean & Haitao, 2012; Dechow et al., 1996) . Following Alves (2011) to research the ownership structure impact on earnings management, this paper uses two types of ownership structures: managerial ownership and institutional ownership.
Earnings Management and Managerial Ownership
According to the agency hypothesis (Jensen & Meckling, 1976) , separation of management and ownership in a corporation lead to agency problems that reduce the firm's value due to agency conflicts. It also suggests if managers do not have a high level of shares in the firm, they may not act most likely in behalf of shareholders. A higher level of managerial ownership is considered as one of the important incentives to motivate managers (Warfield et al., 1995) . As a result, employee stock ownership or option can reduce the conflict between managers and stockholders with the interest alignment hypothesis which is developed by La Porta, Lopez-de-Silanes, & Shleifer (1999) and Claessens, Djankov & Lang (2000) . It can be expected when managerial ownership increases, the incentives to altering earnings will reduce. On the other hand, the entrenchment hypothesis by Stulz (1988) suggests that managers own a large level of ownership may manipulate earnings management to maximize their own personal objectives (Cheng &Warfield, 2005; Healy, 1985; Holthousen et al., 1995) . Previous studies reveal the findings consistent with two hypotheses. Warfield et al. (1995) examines the managerial ownership effect on earnings management. The findings suggest that the relation between those two variables is a statistically significantly negative. Another study conducted by Gabrielsen Jeffrey and Thomas (2002) also reveal that the ownership structure found in different countries, including Denmark, deviates from the US ownership configuration and the findings indicate that managerial ownership effect on earnings management is a negatively statistically significant. earnings management and managerial ownership in Singapore. Sanchez-Ballesta and Garcia-Meca (2007) by using panel data approach to investigate the relationship among ownership structure, discretionary accruals and the informativeness of earnings for Spanish non-financial firms for the period 1999-2002 also suggest the relationship is a non-linear between insider ownership and discretionary accruals and between insider ownership and earnings explanatory power for returns. Teshima and Shuto (2008) investigate the managerial ownership and opportunistic managerial behavior effects related to earnings management on Japanese firms. The result documents that as managerial ownership rises, earnings management reduces not only large levels of managerial ownership but also low levels of managerial ownership. The study conducted by Yang, Lai and Tan (2008) on the firms quoted on the Taiwanese Stock Market for the period 1997-2004 suggest that the relation between earnings management and managerial ownership is a positively statistically significant. On the other hand, Gulzar and Wang (2011) find the relation between earnings management and managerial ownership is a negatively statistically significant on Chinese firms.
As can be seen from earlier studies the impacts of managerial ownership on earnings management reveal the mixed results. Therefore, Hypothesis 1 is non-directional as follows:
Hypothesis 1: The relation between earnings management and managerial ownership is statistically significant.
Earnings Management and Institutional Ownership
Previous studies suggest that a high level of institutional ownership can play a crucial role on corporate governance mechanism (Alves, 2011) . The efficient monitoring hypothesis suggests that institutional investors can have abilities and resources to monitor managers effectively in comparison to individual investors. This would lower the capability of managers to manage the firm's accounting earnings (Chung, Firth and Kim 2002; Koh, 2003) . Therefore, there is an inverse relation between earnings management and institutional ownership. However, earlier studies on the institutional ownership effects on earnings management reveal the mixed results. Koh (2003) investigates the relation between firms' aggressive earnings management strategies and institutional ownership in Australia. The relation between firms' income increasing discretionary accruals and institutional ownership is expected to vary as the proportion of institutional ownership structure changes. Koh (2003) suggest that there is a positive relation existing at the lower institutional ownership. This may suggest that institutional investors provide incentives for managers to manage earnings. On the other hand, there is a negative relation found at the higher proportion of institutional ownership indicating institutional investors' monitoring is one of the factors limiting managerial accruals discretion.
Al-Fayoumi, Abuzayed and Alexander (2010) examine the institutional investors effects on discretionary accruals in the Nigerian manufacturing firms registered on the Nigerian Stock Exchange for the period of 2008 to 2010. The empirical results reveal that institutional investors' effect is a statistically positively significant on earnings management in the Nigerian manufacturing companies.
Another study conducted by Senteza and Gill (2005) suggests that a high percentage of institutional investor's ownership in firms that manages earnings upwards and a low proportion of ownership in companies that manipulate earnings before end-of-year reporting in the US. Cheng and Reitenga (2009) find the similar findings. They predict that ACTB (Active institutional block holders) will want to utilize their controlling ability only when EP (Earning Pressure) is strong. Al-Abbas (2009) also documents that there is a statistically significantly relation exist between earnings management and institutional ownership on the companies listed in Saudi Arabian Stock Market.
The study conducted by Jouber and Fakhfakh (2012) shows that some of the strong earnings factors are CEO stock ownership, independent monitoring and institutional investor's property in both the French and Canadian structures. On the other hand, Yang et al. (2009) examine the external directors and institutional shareholders roles in limiting the earnings management activities on Malaysian companies. The finding shows that the relation between earnings management and institutional ownership is statistically insignificant.
Emamgholipour, Bagheri, Mansourinia and Arabi (2013) examine the relationship between earnings management and institutional investors on registered firms on the Tehran Stock Exchange by examining a sample of 700 companies for the period 2006 to 2010. The findings show that a positive and significant relationship between earnings management and institutional investors. This suggests that increasing the ownership levels of institutional shareholders increases the possibility earnings management. Iqbal and Strong (2010) examine the board structure, ownership structure, adviser structure, and capital structure effects on discretionary short-term accruals. The empirical findings show that companies with higher debt to equity ratios, with lower proportions of non-executive directors, or with no high level of block owners, are more www.ccsenet.org/ijbm International Journal of Business and Management Vol. 9, No. 12; 2014 126 likely to use discretionary short-term accruals to alter earnings.
As can be seen from earlier studies the institutional ownership effects on earnings management reveal the mixed results. Therefore, Hypothesis 2 is non-directional as follows:
Hypothesis 2: The relation between earnings management and institutional ownership is statistically significant.
Earnings Management and Board Size
Board can be viewed as one of the important internal monitoring mechanisms that may have an effect on a company's earnings management. Gonzalez and Garcia-Meca (2014) study the relation between earnings management measured by discretionary accrual and the internal mechanisms of corporate governance. By using an example of registered Latin American non-financial firms for the period of 2006 to 2009, they document the external directors role is limited in the Latin American frameworks. In addition, if boards meet more often they take a very active roleto monitor insiders' conducts. This may result in reducing the manipulative activities. They find a non-linear relation between discretionary accruals and insider ownership. This may indicate when the percentage of ownership of main shareholders is moderate ownership structure may be a manipulative activity.
Loderer and Peyer (2002)investigate the board overlap among companies registered in Switzerland. They document that there is an inverse relationship between board size and firm value, possibly due to the agency problem. Jensen (1993) has questioned the performance of large boards because of those problems of poor communication and decision-making overwhelming the effectiveness of board. Yermack (1996) discusses a proposal reducing the number of corporate boards of directors. He finds evidence that there is an inverse relation between firm value and board size.
Vafeas (2000) (2003) there is a negatively statistically significant relationship between the earnings management and the board size. Therefore, earlier studies reveal the mixed results on the board size effect on the earnings management. Hypothesis 3 is non-directional as follows:
Hypothesis 3: The relation between earnings management and board size is statistically significant.
Research Methodology and Model
This study examines the corporate ownership structure and board size effects on earnings management for an example of Turkish companies registered on the Istanbul Stock Exchange (ISE) for the period of 2009 to 2012. The number of firms from varies industries included in this study is 230. The financial companies such as banks, insurance companies are excluded from the research because of their different capital structure (Klein, 2002) .
The data on the earnings management, corporate ownership structure, board size, firm size and financial leverage are obtained from the Public Disclosure Platform (PDP) database.
Research Variables
Dependent Variables
This study uses earnings management as a dependent variable. This study employs a discretionary accruals (DACC) approach for measuring earnings that is similar to the methodologies used by Alves, 2011; Teoh et al., 1998; Xie et al., 2003; Gonzalez et al., 2013 . Dechow et al. (1995 suggested that the Modified Jones Model (1991) is one of the most commonly used and accepted approach for estimating discretionary accruals. Therefore, the following the models presented by Jones (1991) and Dechow et al. (1995) , DACC is measured as follows:
Where DACC it is the discretionary accruals for firmi in year t, TACC it (Note 1) is the total accruals for firm i in year t, ∆REV it is the change in operating revenues for firm i in year t, ∆REC it is the receivables for firm i in year t, PPE it is the gross property, plant and equipment for firm i in year t and A it-1 is the lagged total asset for firm i.
Independent Variables
As pointed out previously, the following the study of Alves (2011) to examine if a firm's ownership structure has www.ccsenet.org/ijbm International Journal of Business and Management Vol. 9, No. 12; an effect on the earnings management, this study uses three independent variables: managerial ownership, institutional ownership and board size. The following the methodology of Alves (2011) , the managerial ownership is calculated as the proportion of the firm's shares owned by the mangers; the institutional ownership is measured as the proportion of the firm's shares held by the institutional investors. The board size is the number of members in the board.
Control Variables
Some factors other than firm ownership structure may also have an impact on earnings management. Therefore, this study employees three control variables: return on asset, financial leverage and firm size. The return on asset is the net income divided by total assets.
Existing literature suggested that there is a negative relationship between earnings management and firm size (Klein, 2002; Xie et al., 2003; Rahman & Ali, 2006) . This indicates that smaller firms are subject to less monitoring from owner so that managers can engage more in earnings management activities. Therefore, this study defines the firm size as the natural logarithm of the firm's total assets (Abed et al., 2011) .
Earlier studies documented that managers with high debt ratios have strong incentives to utilize income increasing accruals to lower the contractual debt obligations (Ali, Salleh & Hassan, 2008; Jiang, Lee & Anandarajan, 2008) . In addition, there is an inverse relationship between financial leverage and earnings management (Ching, Firth & Rui, 2002; Park & Shin, 2004; Yang, Lai & Tan, 2008) . Therefore, the financial leverage of a firm is the total debt to total assets.
Research Model
The study the following Alves (2011) evaluates the relationship between earnings management and owner structure by assessing the following OLS regression equations:
MODEL 1: 
where DACC it is the discretionary accruals for firmi in year t by using the modified Jones model; Managerial it is the proportion of the firm's shares owned by the mangers; Institutional it is the institutional ownership is measured as the proportion of the firm's shares held by the institutional investors; Board it is the board size is the number of members in the board; ROA it is the net income to total asset; Leverage it is the total debt to total assets; Size it is the natural logarithm of the firm's total assets; β o is the constant; β 1 to β 6 are the coefficients to be estimated; and ε it is the residual term of firm i for year t. Table 1 is the summary statistics of the variables in this study. The mean of DACC is -0.0077 with the minimum of -0.7300 and the maximum of 0.9700. This may suggest Turkish companies are managing their earnings downwardly. The means of institutional ownership and managerial ownership are 0.576 and 0.5178 respectively, suggesting that more than 50% of stocks held by the institutional owners in Turkey. The size of directors in the board is 7 as an average. The means of ROA and leverage of the firms are 3.15% and 44.89% respectively during the sample period.
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International Journal of Business and Management Vol. 9, No. 12; Note. DACC is the earning management, Managerial is the proportion of the firm's shares owned by the mangers; Institutional is the institutional ownership is measured as the proportion of the firm's shares held by the institutional investors; Board is the board size is the number of members in the board; ROA it is the net income to total asset; Leverage is the total debt to total assets; Size it is the natural logarithm of the firm's total assets. Table 2 shows the cross-correlations among the variables. The correlations among the variables appear to be low less than 0.9 thresholds, indicating the variables do not have multi collinearity problems (Tabachnick & Fidell, 2001) . Note. DACC is the earning management, Managerial is the proportion of the firm's shares owned by the mangers; Institutional is the institutional ownership is measured as the proportion of the firm's shares held by the institutional investors; Board is the board size is the number of members in the board; ROA it is the net income to total asset; Leverage is the total debt to total assets; Size it is the natural logarithm of the firm's total assets. *, **, and *** denote significance level at the 10%, 5%, and 1%. Vol. 9, No. 12; Note. DACC is the earning management, Managerial is the proportion of the firm's shares owned by the mangers; Institutional is the institutional ownership is measured as the proportion of the firm's shares held by the institutional investors; Board is the board size is the number of members in the board; ROA it is the net income to total asset; Leverage is the total debt to total assets; Size it is the natural logarithm of the firm's total assets.*, **, and *** denote significance level at the 10%, 5%, and 1%.
Empirical Results
Model 1 examines the relationship between earnings management and managerial ownership. Consistent with the alignment of interest hypothesis the result shows that there is a statistically positively significant relationship between the earnings management and the managerial ownership (Stulz, 1988; Gabrielsen et. al., 2002 , Alves, 2011 . This suggests that the high level of managerial ownership means the higher magnitude of discretionary accounting accruals. Therefore, Hypothesis 1, the relationship between earnings management and managerial ownership is statistically positively significant, was supported.
In model 2, the relationship between earnings management and institutional ownership is investigated. The findings suggest that the intuitional there is a statistically negatively significant inverse relationship between earnings management and institutional ownership. This negative relationship is consistent with the previous studies (Ali, Salleh & Hassan, 2008; Iturriaga & Hoffman, 2005) reveals that earnings management may be significantly decreased by the firms with higher percentage of intuitional ownership. In other words, an increase in institutional ownership would reduce the discretionary accounting accrual activities. Therefore, Hypothesis 2, the relationship between earnings management and institutional ownership is statistically negatively significant, was supported.
Model 3 examines the relationship between earnings management and board size. As it can be from Table 3 , the relationship is statically negatively significant. This negative relationship suggests that the less number of directors on the board would most likely to eliminate uses of accruals to manipulate earnings (Alves, 2011) . As a result, Hypothesis 3, the relationship between earnings management and board size is statistically negatively significant, was also supported.
Model 4 in Table 3 presents the results of multivariate regression equations. The findings reveal that the impact of institutional ownership, board and leverage on earnings management is statistically negatively significant. On the other hand, the impact of managerial ownership on earnings management is statistically positively significant in all models. Although there is a positive relationship between earnings management and board size, it is not significant statistically.
Conclusion
Previous studies in the literature suggested that ownership structure is one of the important factors having an impact on corporate earnings management (Chung at al, 2002; Dechow et al, 1996; Eisenberg et al, 1998) . Therefore, the purpose of this study is to examine the corporate ownership structure and board size effects on earnings management for a sample of Turkish firms quoted on the Istanbul Stock Exchange (ISE) for the period of 2009 to 2012. The findings revealed that the Turkish firms' ownership structure also affect earnings management. The adjusted Jones Model (Dechow et al., 1995) and the multivariate regression model were utilized to examine the effect of board size and corporate ownership structure on earnings management. The results consistent with the earlier researches such as Al-Fayoumi et al. (2010); Koh, (2003) ; Teshima & Shuto, (2008); and Yang et al., (2008) showed that the institutional ownership and the board size have a negative significant effect on the earnings management while the effect of the managerial ownership on the earnings www.ccsenet.org/ijbm
International Journal of Business and Management Vol. 9, No. 12; management has positively statistically significant. The findings also reveal that the return on assets has a positively statistically significant effect on earnings management. However, the impact of the financial leverage on earnings management is negatively statistically significant.
The results of this paper can provide helpful information to investors in evaluating the board size and ownership structure effects on earnings management in Turkey. The findings can also help policymakers to design policies that reduce uncertainty in disclosing the results of a firm's financial and economic performance.
